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Adoption Tax Benefits: An Overview

Thefederal governmergupportsadoptionin two primary ways: federal grants to state

governmentsnd tax benefitéor individual taxpayershat help offset the costs of adopting a Margot L. Crandall-Hollick
child. This report focuses daderaladoption tax benefits, which consist of@aoption tax credit Acting Section Research
andan incomeéax exclusion for employeprovided adoption assistance. Manager

October 19, 2020

The adoptiontax credithelps qualifying taxpayers offset some of the costs of adopting a chilc

Although the credit mayéclaimed for nearly all types of adoptions (excluding the adoption ¢

spouse’s c¢child), there are some special 1Tuires reraited to
adoptions and for adoptions of children with special needs (generally children whetatéhehild welfare agency considers

difficult to place for adoption).

In 2020, taxpayers may be able to receive an adoption credit of up to $14,300 (this amount is annually adjusted fpr inflation
The credit is reduced for taxpayers with income oved$20 and is phased out completely for taxpayers with more than
$254,520 in income (these amounts are subject to annual inflation adjustment). The adoption credit is not refundable.
However, the credit may be carried forward and claimed on future taxsdturrup to five years after initially claimed.

In addition, taxpayers whose employers offer qualifying adoption assistance programs as a fringe benefit may not have to pay
income taxes on some or all of the value of this benefit. The amount thateanbel uded from a taxpayer
at a maximum amount per adoptjovhich is the samas themaximum amount of the credit: $14,300 in 2020. Taxpayers

can claim the exclusion and the credit concurrently for the same adoption, but cannbbtiear benefits for the same

expenses. Many of the eligibility rules for the adoption tax credit apply to the exclusion for erpioyidied adoption

assistance.

The legislative history of the current adoption tax benefits indicates that Congress eresgeéddbntives to encourage more
adoptions. However, there is currently little evidence that adoption tax benefits are an effective policy tool to increase
adoptions. Instead, data suggest that adoption tax benefits are often a windfall to familiesitthabwe adopted in their
absence. In addition, the vast majority of adoption tax benefits go to-uqmoene Americangven though data indicate that
a significant number of loweand middleincome Americans adopt. Finally, recent evidence suggestadbption tax
benefits have been difficult for the IRS to administer in terms of keeping both erroneous benefidotiimxpayer burden
low.

In light of these concerns with current adoption tax benefits, Congress may consider modifying the creditabugtom for
employerprovided adoption assistance to achieve certain policy goals. For example, Congress may move to replace these
benefits with a direct spending program, especially if Congress views direct spending as more effective at encouraging
adagotions. Alternatively, Congress could eliminate adoption tax benefits and direct any additional revenue to deficit
reduction. Congress could also choose to make the adoption tax credit refundable, so that taxpayers with little or no tax
liability could cldm the entire value of the credit in a given year. Or Congress could modify adoption tax benefits in other
ways, such as changing the maximum amount of the credit or the income level at which the credit phases out. Finally,
policymakers could modify somd the eligibility rules or methods to make the credit easier to administer.
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1 Theoriginal title of the law, the Tax Cuts and Jobs Awas stricken before final passage dugse it violated what is
known as the Byrd rule, a procedural rule that can be raised in the Senate when bills, like the tax bill, are considered

under the process of reconciliation. The actitlesdldndt i tl e of t
V. of the concurrent res ol utRkoomorenformatibneon thewByrgrele, RS r fi scal ye
Report RL30862T he Budget Reconciliati onoOlyBibHeriffJs: The Senateds fABy

2 For more information on the changes made to the tax coBelby 1597 seeCRS Report R4509Z,he2017 Tax

Revision (P.L. 1187): Comparison to 2017 Tax Lawoordinated by Molly F. Sherlock and Donald J. Marples

3 For information about other federal programs that support adogtiene di s cussi on of “Adoption As
IV-E of the Social Security Act), “Ado £RSiReportR4846&hildt i ves, ” and
Welfare: An Overview of Federal Programs aFtaeir Current Fundingby Emilie Stoltzfus

4 The Department of Health and Human Services (H¢t®)piles statelata on children adopted with the involvement

of state child welfare agenciesery year.
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2. Domestic private adoption: An adoption facil:

facilitatdr, or attorney.

3. InternatiS8Amla dodptpitomnof a noncitizen or nonr
families who are citizens ‘or legal residents

Number of Adoptions
The most c¢wdile mtdaowpatitilovanbslne fr om t he Depart ment

of

Ser vair€ee ® m .20 120all12l, ad o p teiroen sd,o mdeds% iw public agenc

49% were domestic privaltde aaddooppttiioonnss) ,( ianncdl u7d% nwge rs
adopflilmensse same data indicate that 49 per 100, 00
20PQverall, the total number of adoptions has fa
Figdarelargely driven by a steep decline in inter
Recent Trends in Number of Adoptions by Adop
More reéeachhrdaargehka2 0481 e for t—wdonmeyspesc @fubddaopt i
adoptaini@mser nat i oanalo weetheeprt i 0 msno regular administ
on domestic private adoptions.

The number of domestic optubatied aigre ntchye aplaosptt i bencsa d
from about 50,000 in 2001 to 57,000 in 2009, t he
approximately 63,000 in 2018. International ador
13,000 in 2008 toamn 4Tih@ed Onevinmb e2r0 108f domestic priv
from about 70, 000 per year in 2001 to 60,000 per
adoptions, which do not quadl ff ybaftgdti oand @tphtei onmnu t a >
of stepchild adoptions as a share of domestic pr
they comprise a significaf®dt proportion of this t
5 Private agencies and individuals who facilitatdeépendentiomesticadoptionsare not required to report data, so

comparable administrative data on domestic private adoptions are not available. However, the Department of Health

and Human Services has est i mdhose ddoptinis that araneither domestic publict her ” a do
agency adoption nor international adoptions. These adoptions include private agency adoptions, as well as tribal

adoptions, and stepparent adoptions (stepparent adogtorat qualifyfor adoption tax benefits).

6 The Internal Revenue Code (IRC) refers to international adoptions as foreign adoptions, while the State Department

refers to international adoptions as intercountry adoptions.

7 The StatedDepartmentecords the number of intercountry adoptions throughists reporting system

SDepartment of Health and Human Services, Administration fo
Welfare Information Gateway,rends in U.S. Adoptions: 20812 Appendix D, E, and F, January 2016,
https://www.childwelfare.gopubPDFsddopted0812.pdf

Department of Health and Human Services, Administration fo
Welfare Information Gateway,rends in US. Adoptions: 2062012 January 2016, p. 1,
https://www.childwelfare.gopubPDFsddopted0812.pdf

YDepartment of Health and Human Services, Administration f

Welfare Information Gatewaytepparent Adoptigmttps://www.childwelfare.goypubPDFsf_step.pdf
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Figure 1. Number of Adoptions by Adoption Type, 2001  -2018
children adopted
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Source: 20012012 data: HHS, Child Welfare Information Gatewasends in U.S. Adoptions: 2001,
https://www.childwelfare.goplibPDFsdopted0812.pd20132018 data on domestic public adoptions: HHS,

Admini stration for Children and Families, Childrends Bur
(AFCARS), FY2002018. Submission as of 8/22/20kfps://www.acf.hhs.gasldresourcetrendsin-foster-care

andadoption 20132018 data on international adoptions: State Department, Bureau of Consular Affairs,

Intercountry Adoptions, Adoption Statistichitps://travel.state.gogbntenttravellenintercountry-Adoption/
adopt_refadoptionstatistics1.htmi?cmmode=isabled

Notes: * The number of domestic private adoptions includes domestic private adoptions (facilitated by private

agencies, individuals, and attorneys), tribal adoptions, and stepparent adoptions. Stepparent adoptions do not
qualify for adoption tax benefits.

Costs of Adoption

Adoption costs vary widely, depending on the tyry
of each adoption. However, the Department of Hea
cost ranges for diffessient types of adoption as f

f Domestic public agenlcy adoptions: $0 to $2, 5
9" Domestic private add’®ptions: $15,000 to $40, 0
f International adop*ions: $20,000 to $50, 000

“"Department of Health and Human Services, AdG@Gostsofstration f
Adopting February 2011at https://www.childwelfare.gopubPDFs$_costs.pdf

12 Department of Health and Human Services, Administration for Children and Faiiesjng for Adoption:

Knowing the Costs and ResourcEactsheet for Families, November 204#ps://www.childwelfare.gopubpdfs/
s_costs.pdf

13 Department of Health and Human Services, Administration for Children and Faiiesjng for Adoption:

Knowing the Costs and ResourcEactsheet for Families, November 204#ps://www.childwelfare.gopubpdfs/
s_costs.pdf
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What Is the Difference Between a
Credit and an Exclusion?

A credit i like the adoption tax credit reduces tax
liability dollar for dollar of the value dhe credit. So
a taxpayer with a $5,000 tax liability and a $1,000
credit would have a net tax liability of $4,000.

An exclusionii like the exclusion for employer
provided adoption assistanteeduces the amount
of income subject to tax. So if the taxpayemres.
$100,000, but $10,000 of it is excluded from incom
for the purposes of taxation, their income is $90,00
The amount by which an exclusion reduces taxes
owed is proportional to
tax rate. If they exclude $1,000 and are het10%
bracket, the exclusion reduces tax liability by $100,
while if the taxpayer is in the 35% bracket, their tax|
liability falls by $350.
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14Income for the purposes of the phase out of the adoption tax credit is defined as adjusted gross income (AGI) without
regard to IRC8911,8931, andg933

15The adoption tax credit can offset the alternative minimum tax (AMT). For more information about the AMT, see

CRS Report R4449&he Alternative Minimum Tax for Individuals: In Briefy Donald J. Marg@s
18 Internal Revenue Code (IR@23(d)(1)(A).

17|RC §23(d)(2).
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T attorney fees,
T travelling expenses while away from home
and lodging), and
T ot hepemses directly related to and for the pr
adoption of an eligible chil® by the
Qualified addbptn Adoption of a Spouseds
include Child and Eligibility for Adoption Tax Benefits
f any expense Under current law, qualifying adoption expenses do not include
deduec ion or gp)(()up;eenses connected to the add
allowed und e '
. £ Because the statute expressl.y
provision o appears the provision does not apply to domestigtpers who
T funds for ad{adopt their partner6s chil d.
t hat are rec ano! thergfore are not OSpoOuUSE
£ d etraatl sor such,it appeargegistered domestic partners can count _the _
© > expenses of adopt i suning sudch adoptign g
program,; is legal under state law.
T expenses inctr—r——ewo—vovo—~vaorr
out any surrogate parenting arrangement ;
T expenses incurred 1in ¢ dsnncehcitlido n( iwiet.h,
or
T adoption expenses reimbursed under an
Ta x p acyaenrosbnh ia c reexdpetn sfeosr t hat violate federal or
carrying out any surrogate parenting agreement,
of t he’st axppatghecrugh t hey may be abientofchathmiédp
a domestic partnér (see shaded textbox)
Filing Requirements to Claim the Credit
To claim the adoption tax credit, a taxpayer
adopted child (if knotwanx)p,a ytehre iird eangtei,f iacnadt
cases, st hTel Nc hiisl d heir Social Security number
adopting parents do nots HMawe adr Sceammadtt yo mtuambre rt, |
able to uspatnyecadopemnen fi a?dtfi dhenmwchmimdrd age ATEANJ
TIN are not provided, the IRS may disallow the
adopted c¢child is provided by the taxpayer.
In adadimdomnigdnemuapl gfoiilnet at ax return t o
cr eXliftot t a xwhaoy earrse r egi stered domes,titchepya romanye r s

19 See IRS Tax Topics 66&doption Credit and Adoption Assistance Programsttais://www.irs.gowaxtopics/
tc607.html

201RC §23(d)(1)(B) and IRGE23(d)(1)(C) IRS Tax Topics 60-Adoption Credit and Adoption Assistance Programs,

at https://www.irs.gowaxtopicstc607.html

taxpaye:

aad osptt ei pnc

empl oy

(1in

mu S

itohne ncuhm

cl aim t

(SS

C

]

‘
C

2’For more information on the adoption taxpayer identificat:

Nu mb e https://aww.irs.govihdividualsadoptiontaxpayeridentification-number

221RC §23(f)(1). If a married person has been living apart from his or her spousieeftast six monthsf theyear, the
childl i ved i n t hformprethas sixanbonths af thgaar,and the person has paid more than-balé of the
cost ofhis or hethome,thenthe married person may claim the adoption tax creitlit a married filing separatstatus
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Ti mi nWhedt Qualifying Expenses Can Be Claimed
International Adoptions

For doamdeospttiicons that are notmygualfihpilingedxpenxo
credit foltbWwempgenar t heTheixsp enrmesaen si st hpaati dt he t axp a
t haedoption tax c¢credit f ora deoxppteinosne si sp?aniedv eerv efni niafl i
Expenses paid 1n st hfei nyaelairz eadn caadn&s ppteia®n ne mednon t
Expensafbpaanndoption is finalized can be c¢claimed

n contrastJabkeisbmestofathedsienti ming rules diff
hil®Srpeenc.i fically, for adoptionshedfohrftondbdDgniohil
s finalized can only benalazmdd 1df @hein¢arntdhoad
s mever finalized, the taxpayer cannot apply ar
oward the credit. As with addamersitnitce randaotpitoinoanls ,a de
s finalizedheanedbe thaymede paid.

e e e e ) ]

Table 1.When Expenses Can Be Used to Claim the Adoption Tax Credit for
Domestic and International Adoptions

When Taxpayer May Apply Expenses Toward the Credit

When Qualified Expenses

Are Paid Domestic Adoptions International Adoptions
Any year before the adoption is The year after the year of paymen Year adoption is finalized
finalized (So expenses incurred in 2020 wo (So if the adoption wirsalized in 2020,
be used to claim the credit on a 2( expenses incurred before 2020 could be t
tax year return.) to claim the credit on a 2020 tax rejufran

international adoption is never finalized, tt
taxpayer cannot apply any expenses cont
to that adoption attempt toward the credit.

Year adoption is finalized Year adoption is finalized Year adoption is finalized
Years after the year the adoption i Year expenses are paid Year expenses are paid
finalized

Source: IRC Section 23(a)(2) and IRC Section 23(e).

2Internal Re Answensdo FiequentifskedQuestions for Registered Domestic Partners and
Individuals in CivilUnions ” J un e  Btp://ww.ids.gavlachnawersto-FrequentlyAsked Questionsor-
RegistereeDomesticPartnersandIndividualsin-Civil-Unions

24 According to the IRS, the per adoption dollar limitation of the adoption credit requires the taxpayer to combine the

qualified adoption ggenses ithe taxpayemade more than one attempt to adopt an eligible child. For example, if a

taxpayer planned to adopt one U.S. child and paid $10,000 and that attempt failed, and then the taxpayer then paid

$6,000 to adopt a different child and thabgslt i on succeeded, the taxpayer’s $16,000
subject to the annual limit per child1&,300in 2020). See IRS Notice 20166, https://www.irs.govpubirs-droph-10-

66.pdf;, IRS Notice 979, https://www.irs.govpubirs-irbsfirb97-02.pdf

25 An international adoption for the purposes of the adoption tax credit is defined as the adoption of a child wdo is not
citizen or resident of the United States. For the purposes
U.S. possessions. See Internal Revenue Code 217(h)(3).
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Calculating the Credit

I2020, the maximum amount ohfend hiemwWmedi bni ¢ a%l 4, :
cr etdhiatt can be claimed in a given year, per elig
adoption expenses that camsbdomnl oifmad mimgt Hat tshe
section) or (2) the maximum statutory amount of
amount is annually adjusted for inflation. I f tt
al ways the maxdamuuntst @drre teashpielcdt i ve of the actual
( The def i'snpietciiodhh donfp tad en 1 s discussed subsequent]l
aggr agnatuemt of the adoption tax credit that the
themsof the credit améunts for each eligible c¢chi

Thmaxi mammunt ofa ttheparyedi tcan claim in a given Yy
actualthmoudbpayed aim in that year for two reas

1.1l ncome LiThhiet amiaixoinmum peedadopmodnehild (i.e.
$14,300 in 2020) 1is sedncemebesaabov‘eheh‘eaxp

income limitation (1.c¢e., the maximum credit

2. Nonrefundabil i tTyh/eCa rdsxypfagyxewhr dbi l ity is s mal]l ¢
amunt of the credit the taxpayer can claim i
nonrefundable, the amount of the credit actu.
definition cannot be greater than taxes owed
calculated tchenditths st gxpdhajiebi l ity, the actual
she will be able to c¢claim will be equal to t
the adoptjonheaxatmedof the credit in excess

“carriedaddrowbadmed ure tax returmns.

oretically, both limitations may a-pply to the
ome taxpayers will more likel-pnhle msdbjlect t o
ome taxpayers artombhe dedkedd ktiombrtatmubnecNot
refundability of the credit limits the amount
be able to recover the value of tyheearcredit ¢
ryfornwadaroh .prEeaxh of these limitations 1s disc

=]
o
< B O OO

I ncolmemi tation

The amount of the credit which can be ’scl aimed fc
modi fied adjusted gross inconfel n( MAQRIO), itshiasb opvhea sa
threshold equals $214, 5

a

, 20. This threshold amount
mount phases down ratabl3i (iin.ceo.me prso perttwieema 1§12y
254,520. Hernscei,nici®fmkdeSX20Dpa ygr t he midpoint of t1
anrgcdhe amount of the tax credit 1ss irnecdouncee d sby 5
224dR2guarter oframgdhphamountitof the credit 1s
a x

payers wi 08 0i onachoomveer $t4h0e$ 2 h4 e @B Hde ineligible

26 For example, if a taxpayer was eligible to claim a $5,000 adoption crethigfadoption of one child and a $10,000
adoption credit for the adoption of another child in 2020, he or she could claim a total of $15,000 of the adoption tax
credit. The maximum credit for two adopted children in 2020 wbel$28,600 (2 x $14,300).

27 For the purposes of the adoption tax credit, modified adjusted gross income (MAGI) is adjusted gross income (AGI)

plus excluded foreign earned income and excluded income of bona fide residents of Guam, CNMI, American Samoa
and Puerto Rico.

Congressional Research Service 7



Adoption Tax Benefits: An Overview

for the credit. No
f

ably, while the phas
phaseout range o 0, 0

t
$4 00 1is fixed and

B

Nonrefundability/ Carryforward

eout t hr e
does mnot

The adoption tax credit i1is a nonrefundable credi
exceed taxes owed. Absent carryforward provision
tax liability are effectcavseel yo ff otrhfee iatdodp tbiyo nt htea xt
excess of the <c¢redi‘tararbioev®o ft cmgxwhlsiehqgbuielnitt yt acxa nr ebteu
to five years. In other words, depending on the
and hisx olri ahbeirl ittay, a tax credit for an adoption
carried forward to a 2025 income tax return or U
benefit from being able to catrygvaforcwvmpdethe¢eient
carrying a credit over several years. For exampl
are incurred and, if they carry forward a credit
a given adoption. T&8hlli snA yt lhiez eadp pectnladen xp @ tlé¢l mitsitarla t e
complexity of c¢claiming the adoption tax credit v
Rules for Special Needs Children

At axpayer claiming the credit for the adoption o
incurred the maximum a,moruenga rodfl eqsusa 1o ff yti meg aecxtpueanls
A special needoss ecshiolfd tfhoer atdhoep tpivornp t ax c¢credit ( a
necessarily mean thenchrdlad dhiasalmi Imetdy.c all n sctoenadd ,t i
these tax benefits, sdepitabnrneeoefls chad bed tceha nl sdh ® me t
wel agrawonsiders difficult to pbpeeci Bbopneddption
purposes of adoption t dxpdbemnmd8lfdtrtespdspdsaasgedfy ftthe
federal adoption assistaneEe opf$ eghrealm $#Hauvr ity i Actl

Most foster care adoption&l .(F%e. ,s pkbaemeaslt ince epdbll i

adoptions, but few other &fppridnscadteyg,

spechaldr

considered to havesspetmdailddmreadsddtfertthieneashitl dat

T the c¢child cannot or shoul’Homet be returned t

T there is a speci(fei.cg.f,acatgoer oofr cchoinlddi;t icohni 1 d i s
L

sibling group seeking adoption ltoget

her ;

c hi
emotional disability; or chi*ltchlagsa dmember of
to the reasonable conclusion that the child

provided to thendadoptive parents;

28The definitono f “special needs” for the federal adopti

on assistar

673(c)] of the Social Security Acftitle IV-E adoption assistance is primarily an ongoing monthly subsidy paid to

adoptive families on behalf of speciaeds adoptive childreRor more information, se8RS Report R4345&hild
Welfare: An Overview of Federal Programs and Their Current Fundigdemilie Stoltzfus

29 The most recent available data isfr@014. U.S. Department of Health and Human Servickii is Identified as a
Special Needs Adoption: October 1, 2013 to September 30, 2014 (FyYR0distration for Children and Families,

Administration on Chil dr e n eaultp:Hwwn.acl.hhagositdsteiaultiiles/ebs |
special_needs2014.pdf

Children”’

30 States are allowed to use these or any other category to determine their own special needs factors and those factors

vary by state. Special needs conditions or factors as determined by each state can be found at
https://www.childwelfare.gowpicsadoptionadoptassistanc@CWIGFunctionsaction=
adoptionByState:main.getAnswersByQuestigu&stion|D-.
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T the child is a citimenedfShagad asesrdént of t
generally excludes any international adopti o
needs adoptions.)

Data on the Adoption Tax Credit

As s hoaab2 ien7 6t,alx2ppa@ e @5 all traxpaywyeds the adoption
credit. iTnhe20alvBer age d&SedPH, OHi anorwa ¢ harh% of t he
ma x i mudm tc raemo un t of $13,810 in 2018

The largéadoopthaome t a x—sclriegdhi ttl yreetldeiispsidetndtfasna dapt i on
credit -—rheacdi paidemutsst ed gross income (AGI) bet ween
few taxpayers with ArGelcsetidvice dnareaditthami 2 ph,aG@®Q o

out . (As previously discussed, in 2020 the credi
taxpsayiemcome is between $214,520 and $254,520.)

The greatest share efmoaddmiHdweane tnxtexpadgebgoll ar
with AGEehe$100, 000 and $200, 000. In contrast, a
$ 30 ,r0e0cOeti hvee dc r e d i t This likely reflects the nont
taxpayers with little to no thae IlreWiltity recei -

Table 2. Number of Taxpayers Claiming the Adoption Tax Credit and Total and
Average Credit Amount, by AGI, 201 8

Tax Returns with the Adoption Credit

Number Share of

of  Returns Total Average

Returns With Credit Share of Credit

Adjusted Gross Share of All with Tax Dollars Credit Amount per

Income Tax Returns Credit Credit (millions $) Dollars Return
Under $30k 39.9% 1,304 1.7% $0.6 0.1% $422
$30k to under $50k 17.9% 5,995 7.9% $7.3 1.9% $1,224
$50k to under $75k 14.0% 26,074 34.3% $63.7 16.5% $2,444
$75k to under $100k 8.9% 12,089 15.9% $59.1 15.3% $4,891
$100k to under $200k 13.8% 28,863 37.9% $234.1 60.6% $8,112
$200k and over 5.6% 1,801 2.4% $21.5 5.6% $11,950
Total 100% 76,126 100% $386.4 100% $5,076

Source: Internal Revenue ServicBtatistics of Inconi@ble3.3.
Note: Items may not sum due to rounding.

As 111l ukitgdrtet d ei m u mb erre coefi hteanxgpdaoypetrison t ax credit
generally increased between 1997 (when the credi
2011 and 2dl1&2gaiimcirrmazd®l3 and 2014, fell again i
20)]J]7and fell in 2018
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Figure 2.Average Adoption Credit Amount and Number of Taxpayers Receiving the
Adoption Tax Credit ,1997-2018
$14,000 _ =
$12,000
maximum credit -
$10,000 amount ==
$8,000
average adoption credit
$6.000 amount
$4,000
(][ I I“III I I
$0 I

97 98 99 00 Ol 02 03 04 05 06 07 08 09

number of returns

100,000
80,000
60,000

number of tax returns with the

adoption tax credit
40,000
20,000
0
97 98 99 00 0Ol 02 03 04 O5 06 07 08 09 10 Il 12 13 14 I5 16 17 18
year

Sources: Internal Revenue ServicBtatistics of Incontiedlividual Complete Report (Publication 1304), Table A
andTable3.3, and IRS Form 8839.

Note : Dollars are nominal dollars.
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31 Rob GeenThe Adoption Tax Credit: Is it an Effective Approach to Promote Foster Care Ado@iola?Trends,
Research Brief, August 200fttp://www.childtrends.orgip-contentiiploads201302/Child_Trends
2007_08_07_RB_AdoptionTaxCredit.pdf
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32 Expenses paid or reimbursed under emplgyevided adoption assistance are subject to Social Security and
Medicare taxes as well as fedemalemployment insurance taxes. They are not subject to income tax withholding. For
more information see Tableat https://www.irs.govpublicationgp15bhar02.html

33 The definition of inome used for the phaseout of the exclusion differs from the definition used when phasing out the
adoption tax credit. See IR&3(b)(2)(B),8137(b)(3).
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1. The employer must provide notice of the plan
2. The plan musdt moitn disward mif hi ghly compensat e
3. Employees must provide reasonable substantia

As long as these requirements are met, employer s
these plans.

Ad mi n tramitvlee dBRS dmom t heprxvcil desd omnd ot icanp |l dsysir
c omp a ble to the dataar eo nu ntahvea ialdaobpltei.on t ax cr e di

-
[N

Legislatiof Hhet@rgdit and Ex

Before the enactment of the adeptoivandetda xa doorpet d iotn
assistancle9 %0ns ,t hCGonmgirde ss enacted an i1itemized ded
associated with the adopt i obkic comii ca Repceocviearly nTeaexd sA
198Pl. (-339This dednepefoiheebaysdbayr ¢ hleafTax Reform Act
P.L51D)#The Joint Committee on Taxation provided
tax benefit

T Adoption assistance for special mneeds childr
expenditure progr am.

T The itemectzedndpdovided it si ngcroenmet etsatx pbaeyneer fsi t s

who had less need for federal assistance for
T Agencies with expertise in adoption (i1.e., n
control over ddoption assistance.

However, a, dEocnagdree slsataeggcain enacted tax incentive
A summary of enacting legislation and major 1egi
l aws that made technical corr&ctions or minor ct

The SmaildesBsusand Job ProPektli®H8h4 Act of 1996

The Small Business an@. Lo-b8)® tkateeadteido m nAcatd opft i lohS
and an excl uspiroonvifdoerd eamdpolpotyiecorn assi stance that w
Bet ween 1997 and 2001, the adopt i osnpeccricadli tneweads e
adoptAisomsi.t h the current credit, the amount of t

34n addition, the plan cannot pay more than 5% of its payments during the year for shareholders or owners (or their
spouses or dependents).

35This provision allowed taxpayers who itemized their deductions to claim a deduction of up to $1,500 for qualifying
expenses associated with the adoption of a child with spec
child with respect to whom adoption assistance payments could be made under section 473 of the Social Security Act.

In general, this meaat child who (1) the State had determined cannot or should not be returned to the home of the

natural parents, and (2) could not reasonably be expected to be adopted unless adoption assistance was provide, on

account of a specific factor or condition (swchethnic background, age, membership in a minority or sibling group,

medical condition or phys JanhGommitiee on TaxdtioGeneral Explanationad n handi cap
the Tax Reform Act of 1681CS10-87, May 4, 1987, p52

36 However, tle 1986 law also amended Title-B/ of the Social Security Act to require states to make direct payments
to parents adopting children with special needs to help offset the nonrecurring costs of adoption (attorney fees, court
costs, etc.) and authorized 5@8¢leral matching fuths to states for these purposisint Committee on Taxation,

General Explanation of the Tax Reform Act of@,9BCS10-87, May 4, 1987, pp. 583 and pp.135a.351

37 Joint Committee on TaxatioGeneral Explanation of the Tax RefoAut of 198, JCS10-87, May 4, 1987, p. 52.
38 These includé.L. 10534, P.L. 105206, P.L. 107147, P.L. 108311 P.L. 10958, andP.L. 109135.
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It is very costly in our system to adopt children. Many parents are not able to do that
because of the costs. So the central part of this bill is to remove that financial burden, to
reduce t significantly on the outset, to make it possible for more children to be adopted.
Madam Speaker, | want to point out another feature of the bill, and that is special needs
adoptions which are much more difficult children to place, that have disabilitesare

older, and it is more difficult to place these children in permanent adoption circumstances.
This bill recognizes that and provides additional incentives for special needs adoption.

¥0ne advocate, Senator Arlen Specter, cited “cost hurdles

adoptngachl d” as one factor that led him to introduce legislat
encourage those who are in the situation of unintended pre
Adoption Pr o mo tCongrassiohal Recardipril 29 X096, p” S4325.

““Erika Niedowski, “Adoption experience changes Vviews. Fina:

only way t o ThaHilMay15, 1996.mi 1 y, ”
“Re p. CAdopfion RPromotion and 8bility Act of 1996 Congressional RecordAay 9, 1996, p. H4782.

Congressional Research Service 14



Adoption Tax Benefits: An Overview

The Economic¢c Growth and Tax RePikBfI M@Zoncili

The Economic Growth and Tax Rel iPefL.R&fl0o/nciliatio
temporarily extended and expanded the adoption t

provided adoption assistance. SPpecifically, fron

T extended the adoption credit for the adoptio
children;

f increased the maximum credit and exclusion a:
special needs c¢child) to $10,000 per eligible
children (this amount wd&s adjusted annually -

T provided that sfpercitale neadadpt ichin ladfien the cred
amount equal the maximum credit and exclusio:
actual expenses (this amount was adjusted an:
2 0 0*a)n;d

T increased the imeomreredietvedndte swhliwhi ¢n phasec
$75,000 to $150,000 (these amounts were adju
the credit phased out for taxpayers with 1inc

According to the Joint €oadtdmekttaeasonnTaxati exyt cthh
“Congress believed that the adoption credit and
aftax cost of adoptT™FTheste béEfiefied WwWerkpayvacseas
Congress noted itrhaur mad ye X pxmpsaeggyssrabove the previ
and $6, 000 for sptetimiCompygs sabeptieorsl. that 1inc:i
both the adoption credit and exclusion and expar
thebe¢enafits will encourage more adopt®ons and al

The Patient ProtectionPahdlMAflordable Care A

The PatiemntmdPAdfoc diAd@BAP,. Calrd8l Ampor arily modi fied
adoption tax c¢credit and exclusion for 2010 and 2
crerdeiftundable fdThtehdsaew awe oydmrcseased the maxin
exclusion amount from $10,000 to $13, 170 in 2010C¢C
2011.

42 Notably, qualified expenses paid or incurred before 2002 remain subject to thiariawllar limits.Joint

Committee on TaxatiorGeneral Explanation of Tax Legislation in the $@Fongress)JCS1-03, January 24, 2008.

21

43 |nflation adjustment of the statutory dollar amounts of both the maximum credit and the income level at which the
credit phases out began in 2003.

44 This provision went into effect beginning in 2003, not 2@eeP.L. 10716, §202(g)(2.

45 Joint Committee on TaxatioGeneral Explanation of Tax Legislation in the T@ongressJCS1-03, January 24,
2003, p. 20.

46 Joint Commiitee on TaxationGeneral Explanation of Tax Legislation in the T@ongressJCS1-03, January 24,
2003, p. 20.

47 Section 23 was redesignated as Section 36C and moved to the part of the tax code that includes other refundable tax
credits.
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Senator Nelson, speaking at aionawstoohheredoptcoc
credit included in th ACA, justified making the
among -ilnocwoenmte Americans who migh®® not be able to

the adoption credit has been increased, and in additionate th i t * s been made as
refundable tax credit so that lowicome people, adoption is getting more and more

bl

expensive. It>s not 1like when I adopted, much mo
lower income people would have the opportunity for adoptsnyell.

The Tax Relief, Unemployment Insurance Reaut
Act o fP.210.1300)2(1

The Tax Relief, Unempl oymentCrlemsturomn dBBe ELReoa u 2H0ad 101
11-31)2 extended the fEOGT RRhA perroevdiisti oannsd t he excl usi
allowed all the modificetasnschmedal bg &ahet A€Aenho

Hence the c¢credit reverted to a $10, 000 nonrefunc
occurring since 2002. The maximum amount of the
for inflation occurring since 2002.

The American TaxpayeR. Re2#H®X Act of 2012 (

The American Taxpayer;PREIZHYth2Aett bd BGTRRAATRA
modi fications to the credit and exclusion per mar

Policy Considerations

There are several ways economists evaluate tax
Specifically, economists may assess whether adop
distribution of these benefits iasmoenrg ntga xtphaey etrasx,
provision. These perspectives may be helpful to
modi fying adoption tax benefits and are discusse

Do Adoption Tax Benefits Encourage Adc

Adoption i1is generlaltly alile wienddiawi dbealef iicnwaol ved i
children, adopted parents, and birth parents) ar
adoption should be encouraged, including througt
currentlyg kvidence, however, t hat adoption tax |

increase“gAaldtohpotulgohnsthe amount of adoption tax ben
(Fig@r,e the actual numberFiogWhrcehiCudmremta dadmpmtped olma ¢
nefits may s i mpplayr ibseo nt otoo stnhael la citnu aclo costs of
milies to sdodpc¢isponatdbdamddbpypt may not be heavi
centives, but instead may be influenced by mor
nefitt sl edaod ntoo additional adoptions, they are ¢

o= m o
o5 ® o

“8Betty Nguyep Rob Marciano, and Brianna Keiler, et al., “Senate
Cloture; D. C. Snow Storm One CHNNewdroom ™Wanscipbecemhbher 1,20608,r d for t h
10:00 AM EST.

49Rob GeenThe Adoption Tax Creditslit an Effective Approach to Promote Foster Care Adopt®@hitd Trends,
Research Brief, August 200fttp://www.childtrends.orgép-cortentiploads201302/Child_Trends
2007_08_07_RB_AdoptionTaxCredit.pdf
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economists and are instead a windfall benefit t C
absence of these benefits.

Who Benefits from Adoption Tax Incenti

Gi vent htehraet i s I i1ittle evidence that adoption tax
these benefitsiméagArsb sptroefv ipoaurstliyc udliasrcussed, the v
tax benefiditmec gme tAfcempipeeatnlsaugh data suggest that

of lowdrminddme Amerimafd® 1ddowhile almost half (

t acxr ecdliati madt $ ncome under $75,000;iftheef asadapaiyer
cr eddoiltl 2r $§%) , as Tialbd esTthrea tmead oirm ty of adoption ta
(77.9%) went to taxpayer sviwiht Blighdhg mbr 735 h@k(
of adoption tax credit dollars going to those Wi
comparable data are not avmaridwbded fodopthicor xkd ms
exclusions gewniedaltllye tleanrdg ¢ 0ot ptraox savings to tho
tax ratednciome. t akppeyr T« s )

Under several ecbnorniadesgefonitaanbeatfits would
unfair (or inequitablweprticampedmplt yhathe appiaryeri
greater 1ncome, and hence more economic Tresource
vertical equity underpins the progressive mnature
mor e 1 ncontee rp asyh aar egroefa t hat income in taxes thro
definition of vertical equity, a dionpctoinnen t ax bene
taxpayers would lessen the progressivity of the

Adoption tax benefits may also behoongpnpdeéend¢d 1ine
e quiAtcc.or ding to the prshanmipal sthhhxp abyignusginaaal e qu
amount .i Matngyxes onomists confidbeythapeysimiterhb

u b o

inc&Hence, 1if two tax nits earn $40, 000 and t

50While beyond the scope of this report, depending on the type of adoption, some adoptive parents may be required to

have a minimum level of income to be Peo$pectiveddbptive pacenta dopt . Fo
must be in good heal#nd have adequate income to meet the needs ohildéren) placed in their family. Home

ownership is not required, but a history of stable residency in a home that can accommodate, comfortably and safely,

all family members includinthe adopted childsi needed. ” Indeed, one reason for denyi
applicant’s income and/or financial skills are inadequate
Human Services, Administration fHome Sdy Réqdirementsf& Fami l i es, Ch

Prospective Parents in Domestic Adopti@hild Welfare Information Gateway, September 2015, p. 2. Similarly,

financial considerations are taken into account 1in interna
Home Study Tip Sheet for Adoption Service Providers and Prospective Adoptive Parents, stresses that prospective

parents demonstrate that they have sufficient income to care for the adopted cHilthS#eww.uscis.goviles/

form/m-738.pdf

51 While adoptive parentsavea higher median income than nonadoptive parents, data indicate that adoption also

occurs among the less affluent with “ovenadopt@fom f all adopt
foster care living in households with income no higher tha
Kreider and Daphne A. LofquisAdopted Children and Stepchildren: 2010S. Census Bureau, April 2014, p. 18 and
Taxpayer Advoate ServiceMo st Serious Problems: The | RS6s Compliance Str
Has Significantly and Unnecessarily Harmed Vulnerable Taxpayers, Has Increased Costs for the IRS, and Does Not

Bode Well for Future Credit Administratipf012 Annual Report to Congress Volume One, December 31, 2012,

p. 112, http://www.taxpayeradvocate.irs.g@@12AnnuatReportlownloadd\ost-SeriousProblemsAdoption

CreditDelays.pdf

52 A clear definition of horizontal equity-or rather of a tax that isot horizontally equitable-can be found in a report
by the Treasury Department for President Ronald Reagan, written infi®&x that places significantly different
burdens on taxpayers in similar economic circumstances is not fair. For example, if two similar families have the same
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is horizontally equitable However, adoption t ax
taxpayers withayhagsdméfeneameamounts in taxes,
characteristics such as whether they own a home
to college (higher education tax benefits), or
Challenges withgAdAdopisodrrTax Benefits
Recent evidence suggests that adoption tax beneHf
to keep both ermantdlesapaybenbdiGiHdXhdh otmlse IMRS wa s
processing mostly 2d0 ltlh ei mcdoompet itoanx traekthweryresd iaan wa s
selected 69% of returns with adoption tax credit
were selected because the IRS flagged the requir
or 1insufwfeiveeiregnta.ftlBa audi tdinsga ltlhoewseed—a$elt mmrmisl 1tihoen
and one hahfapgepc¢e¢ o ti**CQenree drieta scolna itnhse. I RS may have
large proportierwrveh whtwmr s ffew awdillys of bene:
claiwad thel bR of familiarity with adoption do
Advocate (TAS) remarked

The documentation that certifies adoptions varies from state to state. A determination of
whether a child is considered to have spe@alds is also a stabased decision. The result

is a variety of documentation that may meet the requirements for the adoption credit. As
we have seen with the Earned Income Tax Credit (EITC), when taxpayers are required to
provide norstandardized documeation to establish eligibility, it often leads to problems

for both taxpayer and the IRS.

The recent IRS challenges with administering
fundamental chall enwglischwiitshcthddvesanggdadgrr ¢ REnu
administer lai kseo caina la dpoopltiicoyn i ncenti ve.

Policy Options

t h

Adoption tax benefits were originally enacted t
American children in the foster care syisttem. Mo
refundable for 2010 and 2011, -axpamidadmel igibi
taxpayers. Congress may in the future seek furt
emplpyowvided adoption assysgoante.t SomehdDéEVveheste
di scussed bel ow.

income, they should ordinarily pay roughly the same amount of income tax, regardless ofdag souses of that
i n ¢ o Departthent of the Treasurax Reform for Fairness, Simplicity, And Economic Growtie Treasury
Department Report to the President Volume 1, Washington, DC, November 1984, p. 14.

53 Taxpayer Advocate Service, Most Serious Brl e ms : The IRS’s Compliance Strateg
Credit Has Significantly and Unnecessarily Harmed Vulnerable Taxpayers, Has Increase Costs for the IRS, and Does

Not Bode Well for Future Credit Administration, 2012 Annual Report to Conifalssne One, December 31, 2012,

p. 120,http://www.taxpayeradvocate.irs.g@@12AnnuatReportiownloadd\ost-SeriousProblens-Adoption

CreditDelays.pdf

“Taxpayer Advocate Service, Most Serious Problems: The
Credit Has Significantly and Unnecessarily Harmed Vulnerable Taxpayers, Has Increased Costs for the IRS, and Does
Not Bode Well for Future Credit Administration, 2012 Annual Report to Congress Volume One, December 31, 2012,

p. 122 http://wwwtaxpayeradvocate.irs.g@d12AnnuatReportiownloadd\ost-SeriousProblemsAdoption

CreditDelays.pdf
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ReplacGurtridm®Bene fit sDi wiSpt nal Pmggr a m

Given that there is little evidence that adoptic
interested in eland nraetp lnagc itthg steh ébm nwiftikt sdirect s
especially 1if it views a direct spending progrart
Alternatively, Congress could eliminate adoption
defioct*®onad

Makethe Credit and Exclusion More Genert
Congress could modify the benefits in a variety
could increase the credit and exclusion percent a
doubl iamp utnhte of the credit and exclusion. Alter n:
eliminate) the cuvabnt efathéeobygnefipton($hé, 300
benefits were closer to the acthael vadapt odn adopt
tax benefits for many taxpayers, 1t 1is still wunc
there is some evidence that the type of adoptior
domestic fostercaeauatrevardoypst idnmame dopensive 1inte
little evidence of any effect of adoption tax be
increasing the size of adoption tax benefits wil
Data from the IRS indicate that on 2@Gh%k tax ret:u
credits weSiemicllaan meéat a for the exclusion are una
Tax Policy Center suggesmalthainthempaosbits of ttdhet le
Make the Credit Refundable

Congress could choose to make the adoption tax c
no tax liability could claim the entdussed, ue of
under current law, the adoption tax credit 1is no
claimed in any year cannot exceed 1income taxes
cap on the value of a monmafuhkdablbderaxoaredund:
individuals, t he amount of the credit in excess
carried forward and claimed for up to five year s
was tempor drei If o rr—e€2WomtdddE-dwh i ch may provide s ome
into the benefits and costs of making this credi
Policymakers interested in expandang @midgdilbilit)y
income taxpayernsg mhlye codeoptdieoson makx credit refund
equity among taxpayers at different 1income 1evel

55 SeeCRS Report R4438Xeficits, Debt, and the Economy: An Introductiby Grant A. Driessen

561n analyzing U.S. Department of Treasury cost estimates of adoption tax benefits, the Tax Policy Center notes that
esti mat eree eimployer adapton pragiams, which are dikely ohe to twopercent of

t hese

t he

cost

t o t Bax Policy Gentar\What 7s the adoption tax credifax Policy Center Briefing Book: Key Elements
of the U.S. Tax Systerhitp://www.taxpolicycenter.orgfiefing-bookivhatadoptiontax-credit
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Table 3. Distribution of Adoption Tax Credit Dollars
by Adjusted Gross Income (AGI) 2011 and 201 8

2011 (Refundable)

Adjusted Gross Refundable  Nonrefundable (Nonrefundaﬁloel)8

Income (AGI) Total Portion Portion Total
Under $30k 24.6% 24.6% 0.0% 0.1%
$30k to under $50k 11.6% 10.9% 0.8% 1.9%
$50k to under $75k 21.3% 17.8% 3.5% 16.5%
$75k to under$100k 8.7% 4.7% 4.0% 15.3%
$100k to under $200k 33.1% 10.2% 22.9% 60.6%
$200k and over 0.5% 0.0% 0.5% 5.6%
Total 100.0% 68.3% 31.7% 100%

Source: Internal Revenue ServicBtatistics of Incon@ble3.3.

Notes: The mostrecent year the adoption takredit was refundable was 2011. Hence, in 2011 the taxpayer

could receive the entire value of the credit, irremgtive of tax liability. In 2018he adoption tax credit was
nonrefundabl e, meaning its val ue caxlulabildy. Anpamoubteofthgr eat er t h
credit in excess of tax liability in 201&an be carried forward up to five years on future tax returns.

Making the c¢credit refundempbbuwmmdenlism claiumieng at

C

(¢}
o

Lo v B0 O A ('DI\JI\J"‘""""':OEOE’_‘“I\)

r

H OOB B O BB & o

- o ~-

—

edit and claiuwthantsn racegicewnwitng the full wvalue of
rrying the credit forward for up thkhi duve years
when the adoption tax credit was mnonrefundabl

ss than the maximum amount of the credit. Give
ximum credit amount, m@nyacfithetdetaxdppyeon «
subsequent tax returns. This would require di
til they had claimed the totajdeamr ectdiihe almomintt «
rryforweardecawmbhi €hest. It would also mean that
rward the c¢credit, there could be a significant
curred and when the c¢credit for thoseerexpenses
curred $10,000 in legal expenses in 2010 for a
12, they could only begin claiming the credit
13. Depending on their ctaarxr yl ifacbriwwairtdy,t lteh ecyr ecdiu
penses until their 2017 tax return, a returmn f
nally, making the credit refundable could encoc
mestic fosterrepeomaddsotfe hheasre“Lefgtksbatne et Hi 66
the CredijDaamd i bxddIlcmsticom dopt i oonuwn tf rfooorr faost er
eater share ofi nacdoompet itemwnksp aawmeonnbgd lloivk el y not be

orne fundabtllea r-lendg dt me tOinxep asyteurdsy“f beted that adopt

c
0
5

counted for about 10 ply cfeinlte rosf wihteh aidmopd meosn so
mpared with more than 25 percent of the adopt:i
0, YyDle ’same study found that fosters care adopt

57Rob GeenThe Adoption Tax Credit: Is it an Effective Approach to Promote Foster Care Adogtivia?Trends,
Research Brief, August 200fttp://www.childtrends.orgip-contentiiploads201302/Child_Trends
2007_08_07_RB_AdoptionTaxCredit.pdf
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tswx phyencome under $25, 000, while overall
f sadnomtfilaoxn f il er s .

e other hand, making the credit refundable
yers c¢l ai mi nogs et haed ntirneidsittr aatsi vwee lclh aalsl epn ge s t
ymakers remain concerned about®theyimprope
eek ways to prevent taxpayers from either

r bneddjien g on the processes used to reduce 1 mp
ase, as could administrative difficulties f
t was temporarily refundabl et o tfhiel el RaS pmaepjeuri
n (they -fciqluelddn @¢pl ruedvei Fobunostilhg 8I8RIS as well as s pec
@d lomt ed d owchuineehn tvaatoimodng, t h@® ¥ ¢ d h ei natdeorpmaitoi no nwaal s

tic, final or noitalf imeaelds aonrd moft a child wi't

T
I

ly, making the adoption tax credit refundab
other modifications to the credit were mac
tFi gtBae ddei t ot al amount of the etrleadifti cdtaiynealr
redit —wad 20fdnd8b16 milliotnwo waismense,ar l y f
ctively, the average annual aggregate credi
million per year). Some of the increased coc

ticnaursreide dc fod wardo llllaresf ctllhe nmrienmgaiani ng credit
ed to carryifilagken fier wawhodftet h202010 and
indicatiotnhcens tt @ ft ma kd aggwihieli cmree daltt ereaf tuinadn
ormul acowPldialymakmale the c¢credit refundable
the phaseout income level) to reduce the bt

58 policymakers have shown interest in reducing erroneous paymeefsmdable credits-including the EITC, the
additional child tax credit, and the temporarily refundable adoption tax credit. For examples, see Treasury Inspector
General for Tax Administrationmproper Payments in the Administration of Refundable Tax Grddistimony of the
Honorable J. Russell George before the Committee on Ways and Means, Subcommittee on Oversight, U.S. House of
Representatives, May 25, 20hitps://www.treasty.goviigta/congresgdongress_05252011.pafnd Treasury

Inspector General for Tax AdministratidProcesses to Address Erroneous Adoption Credits Result in Increased
Taxpayer Burden and Credits Allowed to Nonqualifying Individuhlee 13, 201https://www.treasury.gotigta/
auditreportsz012reports201240065fr.pdf

59 For example, if a taxpayer had $8,000 in carried forward credit and an average tax GaBRi900 per year, they

could claim that entire amount $8,000 in 2010. If instead the credit were nonrefundable, theglamu&d$2,000

credit every year for four yearllotably, in he second year the credit was refundai2@11—the total amount of

credit dollars claimed felby half to $610 millionin comparison to 2010. Thusisofar as the increase in the total

dollars c¢claimed in 2010 was a r es uturingthdtyearther201d dlainffsc arr yf or wa
may more accurately dett the cost of making the credit permanently refundable
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Figure 3.Total Dollar Amount of Adoption Tax Credits Claimed, 1997 -2018
millions $
$1,200 sy
' In2010,about $1 billion of the adoption
tax credit was received as the refundable
$1,000 portion of the credit, while about
was received as the
$800
$610
$600
$396 - $404 4386
$400 $349 $351 $353
$302 $320 $278 $290
%234 $230 $251
$200 3173
$103
$59 $83 $92 389
$0
97 98 99 00 Ol 02 03 04 05 06 07 08 09 10* 11* 2 13 14 15 16 17 18

*credit

year
refundable

e

Source: Internal Revenue ServicBtatistics of Inconedividual Complete Report (Publication 1304), Table A

and Table3.3.
Note : Dollars are nominal dollars.

Pr o vRadeiBe ¥ wel¥ of
Credi tExahdsion

f ekyepretsAdofpt i ons for ¢t he

As previously discussed, the legislative history
largest tax benefits to taxpayers adopting c¢chilod
policy goal changes, Congrféedsds maypmodiide pdoptiyc
different types of adoption. For example, if Cor
international adoptions, it could change the tir
t o domestic a dtoapxtpiaoynesr.s Cwuhror eandtolpyt, a child from a
benefits once the adoption is finalized, wunlike
benefits the year afTfabl)e xbrnaddi taren,i nCanrgras g s
the defSpecianh oftealsi madlopdd omhil dren adopted thr
adoption or internatiesendlol x, aalm o vhien gnama rmea mf @ min I
actual expenses incurred.

Al 1 ddvo pt Rawee ntSs b hioFTh iaPalr Afyf i d a Veirti ftyo
amMdoption

As previously discussed, when the credit became
paper tax return with copies of adoption documer
the IRS verify adoption clai mAdvaddhat dRSsecamaedrun
with the enormous varieties of documentation, ar
One potential solution that Congress may conside
Congressional Research Service 22
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party affidavewvanhatdablows fhéeerembdiary, be the
attest to the adoption. This would also provide
verify, potentially reducing confusion among I RS

Cornevwrtthe Exclusi onPdfovwvi Edeanp 1l dAdept i on Ass
into a Deduction

The exclusion for adoption assistance 1is only a\
adoption assistance benefits. On e toop tcioonnv etrot et xhpea
exclusion into a deduction that could be clai mecdc
provided as an employee benefit Fo‘abexempl e, t6F
t hlei’f e duction availabless$oofilwhetahpnyethsyregamdz
or not . The same formula for the credit and 1ncc
change might expand the availability of this ber
provisioheandycbmp taxpayers, who could now ¢l ai
their expenses. In addition, th-el iviaed utetheo f t he de
excluwdaepands on’sthextbrpaket. A §5, 000 deduction
taxpayer up to $500 in the 10% tax bracket, but
words, deductions and exclusions tendctoanepr ovi de
taxpayers.
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Appendix A. Ti mi ng Rwul es

t he AddCpteidad it

Below is an illustrative
would c¢claim the adoption tax
domestic private

assumed t hast itrheeo thea xipsa yleerl o w
maximum credit

cr

t he

and Carryf

example of

edit

how
usin

Table A -1. Calculating the Adoption Tax Credit for $20,000 of Adoption Expense S

Domestic Adoption Finalized in 2018

2016

2017

2018

2019

2020

Was the adoption finalized ? No

(1) Maximum statutory credit amount

No

Yes

$13,460 $13,570 $13,810

NA

NA

$14,080 $14,300

a
g

phaseout

t axpay
t he «c¢a

adoptionrdaticanalnoadaptsiper)i.all o

amount

of expenses,

t he

toward o

(2) Maximum credit that  can be claimed by Credit $13,570 $10,810 $8,080  $4,3®
the taxpayer based on credits claimed in prior cannot ($13,810 ($14,080 ($14,300
years be $3,000) $3,000 -$3,000
(statutory amoudtcredit already claimed for the claimed -$3,000) -$3,000
adoptionn previous yejrs this year -$4,000)
(3) Qualifying expenses incurred during the $5,000 $15,000 $0 $0 $0
year
(4) Expenses to claim the credit in a given $0 $0
year
new expenses to claim the credit $0 $5,000  $15,000 $0 $0
expensesarried forward from previous years $0 $0 $2,000 $7,810 $3,810
total $0 $5,000 $17,000 $7,810 $3,810
(5) Calculated amount of the credit (before $0 $5,000 $10,810 $7,810 $3,810
tax liability)
(the lesser of the maximum credit that can be clair
the taxpayer (2) or the maximum expenses(4))
(6) Income Tax Liability $3,000 $3,000 $3,000 $4,000 $4,000
(7) Amount of credit claimed $0 $3,000 $3,000 $4,000 $3,810
(the lesser of the calculated amount of the(&)etit
income tax liabil{6))
(8) Amount of expenses that can be carried $0 $2,000 $7,810 $3,810 $0
forward
(the difference of the amount of the credit claimed
the calculated amount of the credit)
In 2016, the taxpayer dincurs $5,000
cannot be c¢clailme di manoihd st oax thetru2ld. Instead,
2017 tax return to apply these expenses
the adoption is mnot yet finalized, the expenses
creditathédryeare incurred.)
On a 2017 tax return, the taxpayer can appl
tax credit for that ye’srintlome viesa x$ 3 ,n®WO,1 7st
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